BEFORE THE NEBRASKA PUBLI C SERVI CE COWM SSI ON

In the Matter of the
Application of Kinder Mrgan,
| nc., Lakewood, Col orado,

) Application No. NG 0036

)

)
seeki ng approval of a general )

)

)

ORDER APPROVI NG STI PULATI ON

rate increase.
Ent er ed: Decenber 27, 2006

BY THE COWM SSI ON:

On June 2, 2006, Kinder Mrgan, Inc. ("Kinder Morgan")
filed its Application for Approval of a CGeneral Rate Increase
(the "Application") in the above-captioned docket, acconpanied
by all pre-filed testinony, work papers, exhibits and other
information required by this Conmi ssion's applicable Rules and
Regul ations. Notice of the Application was published on June 6,
2006, in The Daily Record, and the 30-day protest and fornal
intervention period expired on July 7, 2006.

The Public Advocate and Public Alliance for Community
Energy (ACE) formally intervened, and Aquila, Inc. d/b/a Aquila
Net wor ks (Aquila) informally intervened. The Public Advocate and
Ki nder Morgan entered a Stipulation and Agreenent of Settlenent
(Stipulation), filed Novenber 28, 2006, to resolve issues
regarding the Application and requested approval of the
stipulation by the Conm ssion. The specifics of the Stipulation
are outlined in nore detail bel ow

Due to nunerous ratepayer coments and conplaints regarding
Kinder Myrgan’s Application, the Conm ssion conducted an
additional series of hearings in this matter on Novenber 29 and
30, 2006 and Decenber 6, 7 and 8 in Coleridge, Al bion, Woaod
River, Cay Center, GCering, Ogallala, MCook, and Holdrege,
Nebraska during which Kinder Mrgan and the Public Advocate
presented evidence regarding both the Application and the
provi sions of the Stipulation. The final portion of the hearing
on this matter was held at the Comm ssion on Decenber 18, 2006.

BACKGROUND

Based upon a test year ending Decenber 31, 2005, Kinder
Morgan sought an increase in its rates for residential and
commerci al ratepayers of $11,054,241 per year. Ki nder Mbrgan
proposed having an opportunity to earn an overall rate of return
of 12.9% The proposed change in rates did not affect agri-
cultural or interruptible custoners. Kinder Mrgan identified
three (3) primary factors necessitating an increase in rates:
increases in the costs of providing natural gas to its
custoners; denographic shifts in Kinder Mrgan's rate areas
leading to a loss of custoners and reduction in natural gas
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consunption due to higher efficiency appliances; and conpetitive
pressures fromother fuel sources such as electricity.

As permtted by Neb. Rev. Stat. 8§ 66-1838(10)(a), Kinder
Morgan instituted interim rates constituting 70% of the
requested increase effective Septenmber 1, 2006 pending resol u-
tion of its Application, with the renmaining 30% of the increase
to become effective on June 1, 2007. The institution of interim
rates resulted in the Conm ssion receiving in excess of 3000
rat epayer comments and conplaints regarding Kinder Mrgan' s
Appl i cati on.

The parties, in particular the Public Advocate, engaged in
di scovery including the exchange of approximtely 155 data
requests. The Public Advocate wth the assistance of a
consultant conducted a review of Kinder Mrgan’s filing and
conpleted an on-site field audit of Kinder Mrgan' s financial
records identifying several possible adjustnents. Based upon
its review, the Public Advocate proposed a revenue requirenent
of $6.8 mllion with an overall rate of return of 9.9%

In an effort to resolve issues presented by the
Application, Kinder Mrgan and the Public Advocate engaged in
settlenent negotiations resulting in the Stipulation at issue.
Ki nder Morgan and the Public Advocate filed the Stipulation with
t he Conmi ssion and jointly recommended approval .

In addition to the review conducted by the Public Advocate,
the Comm ssion, assisted by its staff and its own consultant,
conducted an independent assessnent of the Application and
subsequent information provided through the course of discovery
and the Stipulation filed by Kinder Mrgan and the Public
Advocat e.

The Stipulation specifically addresses the follow ng

i ssues. Ki nder Morgan’s eleven (11) rate areas would be nerged
to form a single rate area for the state of Nebraska wth
uniform rates throughout. The Agreenent further establishes an

annual revenue requirenment of $8.25 mnmllion. The proposed
cust omer charge and volunetric distribution charges woul d becone
effective on January 1, 2007, with a phasing in of higher
custoner charges and a concomtant reduction of the volunetric
distribution rates. Ki nder Morgan would establish a new snall
commerci al class of custoners.
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The custoner charges as proposed woul d be as foll ows:

Eff. 01/01/ 2007 Eff. 04/01/2008 Eff. 04/01/ 2009
Resi dential C ass $6 per nonth $8 per nonth $10 per nonth
Smal | Commercial Cl ass $8 per nonth $10 per nonth $12 per nonth
Large Commercial d ass $18 per nonth $20 per nonth $22 per nonth

The proposed volunmetric distribution charges would be
adj usted as foll ows:

Eff. 01/01/ 2007 Eff. 04/01/2008 Eff. 04/01/2009

Resi dential C ass

Tier 1 (<=20 therns) $0. 3500/ t her m $0. 3500/ t her m $0. 3500/ t her m

Tier 2 (>20 therns) $0. 1943/t herm $0. 1515/t herm $0. 1086/ t herm
Smal | Commercial C ass

Tier 1 (<=40 therns) $0. 3500/ t her m $0. 3500/ t her m $0. 3500/ t her m

Tier 2 (>40 therns) $0. 1515/ therm $0. 1300/ t herm $0. 1086/t herm
Large Commercial C ass

Tier 1(<=80 therns) $0. 3500/ t herm $0. 3500/ t herm $0. 3500/ t herm

Tier 2 (>80 therns) $0. 1118/ therm $0. 1102/ therm $0.1086/therm

Ki nder Mrgan would continue to collect the costs of
adm nistering the Choice Gas Program (Supplier Fee) from the
supplier as is currently done. This fee includes the adm n-
istrative costs associated with the Choice Gas Program and the
Commodity-rel ated bad debt costs and are not included in the
proposed revenue requirenment. The Supplier Fee would remain the
sane through May 31, 2007, adjusted annually thereafter.

The Stipulation further permits Kinder Mdrgan to establish
the HEAT program as described in its application except that

only the actual costs of rebates granted will be collected by
Ki nder Mdrgan from ratepayers. Ki nder Myrgan, not the rate-
payers, wll bear the cost of adm nistering and advertising the

pr ogram The HEAT program would provide rebates to ratepayers
for the installation of nore efficient appliances.

Finally, the Stipulation provides that Kinder Mrgan wll
not seek another general rate increase before June 1, 2009.

DI SCUSSI ON

The Act specifically provides authority for the Public
Advocate and other parties in a proceeding to enter into
stipulations “as a neans of inproving the quality of resulting
decisions in a highly technical environment axd mnimzing the
cost of regulation.” Neb. Rev. Stat. 8§ 66-1831 (2003 Supp.)
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As required by the State Natural Gas Regulation Act, the
Comm ssion mnmust ook to the terns of the Agreenent to determ ne
whether the settlenment is reasonable in light of the whole
record, consistent with law and in the public interest. See,
e.g., Neb. Rev. Stat. 866-1801 to 866-1857. Section 66-1825 of
the Act sets forth specific statutory rate application review
requi rements, which the Comm ssion has fully considered in this
pr oceedi ng.

As nentioned previously, the pre-filed testinony submtted
by the Public Advocate indicates that some increase in Kinder
Morgan’s rates is warranted. The Public Advocate, however,
proposed that Kinder Morgan was entitled to an increased revenue
requirement of $6.8 mllion rather than the $11.05 mllion
sought by Kinder Morgan. The proposed revenue requirenment in
the Agreenment is $8.25 million, an anmount approximtely $2.8
mllion less than the 11.05 mllion sought by Kinder Mdrgan. It
must be noted that although the Public Advocate had addressed
many issues in Kinder Mrgan's Application, at a full hearing
all issues would be exami ned by the Conm ssion. Depending upon
t he evidence presented at hearing, the outcome may not have been
decided in favor of the Public Advocate’s position.

Phase-i n of Custoner Charge

It is inportant to note that the phased increases in the
Customer Charge in April 2008 and April 2009 do not represent
addi tional increases in revenue to Kinder Mdrgan. Each tinme the
Custoner Charge increases as specified above, the second tier
volunmetric charge is sinultaneously reduced. This represents a
shift in how revenues are collected, not an additional overall
i ncrease.

Lack of Refund to Custoners

Pursuant to Neb. Rev. Stat. 8§ 1838(10)(a), “filed rates may
be placed into effect as interimrates, subject to refund, upon
the adoption of final rates sixty days after the filing with the
conmm ssion...”

According to the settlenent, no refund is due to custoners
for the interimrates charged from Septenber through Decenber,

2006. The phased-in revenue increase that Kinder Mrgan ini-
tially proposed was unique; generally, a utility will seek to
put a full increase into effect as soon as possible under |aw

Ki nder Morgan only inplenented 70% of their rate increase, which
resulted in a $7.7 mllion increase. The settlenent allowed for
an increase of $8.25 mllion.
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Ki nder Morgan’s approach saved consuners noney’ during the
period that interim rates were in effect, but it caused
confusion about the refund issue, especially because of the
significant difference in the custonmer charge. A custonmer who
paid a $13.50 custoner charge from Septenber through Decenber
upon learning that a $6 custonmer charge is the final rate, mght
be expecting to receive a refund of $7.50 for each nonth that
interimrates were in effect. That is not the case, because the
consunpti on-based distribution charges are also part of the
equati on. Since the interim distribution rates paid by cus-
tomers were lower than the settled interim distribution rates,
in the final analysis, Kinder Mdrgan did not earn nore than they
should have during the interim rate period. Therefore, no
refund is due.

Format of Settl enent

The Stipulation filed by Kinder Mrgan and the Public
Advocate is comonly referred to as a “black box”, or generic,
settlenent, which is an accepted practice in the settlenent of
utility cases. Specific justification for the proposed revenue
requi renent is not part of the Agreenent.

This type of settlement nmakes the Commission's review of

the ternms of the Stipulation extrenely difficult. In the
future, the Conm ssion expects nore detailed rationale and
justification to be filed wth a settlenment agreenent. By con-
ducting a thorough review of all available information and

wei ghi ng the expense and potential outconme of a full hearing,
the Comm ssion was able to achieve satisfaction that the present
Stipul ati on was reasonable. However, in future rate cases, it is
expected that specific support for the reasonableness of a
settlenent, particularly the revenue requirenment, wll be
provi ded.

Conpl ai nts about Customer Service

Addi tionally, although not an issue to be addressed in this
Applicati on, the  Conm ssion recei ved numer ous r at epayer
conplaints regarding Kinder Mrgan's custoner service. As a
regul ated entity, Kinder Mrgan receives the benefit of a |ess
risky rate of return; however, its obligation to provide its
custoners with quality custonmer service is not dimnished. The
Commi ssion intends to open an investigatory docket to exan ne
the conplaints received in this proceedi ng.

1 According to statement of Ben Breland, Vice President of Rates and

Certificates for Kinder Mrgan, the residential custonmer charge for the full
i ncrease woul d have been $15.50 (Tr. p. 262:2-14).
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Ef fect of Order

As noted in the Stipulation, the Settlenment 1is nade
pursuant to Nebraska |law, the Agreenent shall becone binding on
the parties upon its execution and is intended to relate only to
specific matters referenced therein. No party to the Settl enent
shall be deemed to have approved, accepted, agreed or consented
to any ratemaking principle, any nethod of cost of service
determ nation, any nethod of cost allocation or the resolution
of any specific issue that nmay underlie or be inplied by the
provisions of the Stipulation (or the Schedules attached
thereto) or be prejudiced or bound thereby in any other current
or future proceeding before the Comm ssi on.

This Settlenent represents a negotiated settlenent of the
issues in this proceeding settled in a manner which is in the
public interest. The public policies advanced by the settlenent
and approved by this Order, including the HEAT program and
method for calculating refunds, do not establish binding pre-
cedent on the Comm ssion for future rate cases. The Comm ssi on
will continue to nmonitor prograns established and nodifications
may be made in future rate cases or other proceedings.

Concl usi on

The role of the Comm ssion under state law is to bal ance
the interests of the conpany with the interests of the consuner.
Consi dering the expense and uncertain outcome of a full hearing,
the Stipulation strikes an appropriate balance and is in the
public interest.

ORDER

IT IS THEREFORE ORDERED by the Nebraska Public Service
Conmi ssion that the Stipulation is approved.

MADE AND ENTERED at Lincoln, Nebraska, this 27th day of
Decenber, 2006.
NEBRASKA PUBLI C SERVI CE COW SI ON
COW SSI ONERS CONCURRI NG

Chai r man:

ATTEST:

Executive Director



